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“Using Montana Water for Economic Growth: Problems and 
Prospects,” an article by Chennat Gopalakrishnan, discusses a 
subject of interest to many Montanans. Dr. Gopalakrishnan is 
an assistant professor of agricultural economics at Montana 
State University in Bozeman. He received his B.S. and M.S. 
degrees in Economics from Kerala University in India. In 
December of 1966 he received his Ph.D. degree in agricultural 
economics from Montana State University.
Prior to his arrival in Montana, Professor Gopalakrishnan 
worked for the Research Bureau of the Econom ic T im es  in 
Bombay, India. He also worked on a number of research proj 
ects dealing with various aspects of economic development in 
India for the National Council of Applied Economic Research 
in New Delhi.
Dr. Gopalakrishnan has written several articles on economic 
development and policy in leading economic journals and 
newspapers published in India.
Dr. William D. Diehl became the Director of the Bureau of 
Business and Economic Research on June 1, 1967. Prior to this 
time he was Director of Research with the Montana State 
Board of Equalization.
Dr. Diehl, who has written both “The Business Outlook” and 
“From the Director’s Desk” for this issue, has a B.S. degree 
from Montana State University and M.S. and Ph.D. degrees in 
agricultural economics from North Carolina State University.
He is a member of the Civic Design Study Committee of the 
Federation of Rocky Mountain States, a director of the Mid- 
Continent Research and Development Council, and served on 
the Legislative Council Taxation Task Force from May of 1965 
until November of 1966. He also is a member of the Western 
Economic Association, the American Farm Economics Associa 
tion, the Western Farm Economics Association, and the Ca 
nadian Agricultural Economics Society.
Dr. Diehl has also written several articles and publications 
dealing with various aspects of population and taxation.
As a follow-up to their article, “Does the Small Businessman 
Need More Accounting and Financial Information?” which 
appeared in the Spring 1967 issue, Professors Dwight M. Ed 
monds and Hubert R. Breuninger appear once again in the
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Summer Q u a rte r ly  with an article designed to help the small 
businessman plan for profits.
Professor Edmonds is an assistant professor of accounting at 
the Univerity of Montana. He joined the faculty in the fall 
of 1966. Professor Breuninger has been an associate professor 
of accounting since the fall of 1965. Additional biographical 
material is available on both authors in the Spring 1967 issue 
of the Q u a rterly .
Maxine C. Johnson, Assistant Director of the Bureau of 
Business and Economic Research, is the author of an eye-open 
ing article on the adequacies and inadequacies of our public 
schools.
Mrs. Johnson received her B.A. degree in economics from 
Washington State University and her M.A. in economics from 
the University of Montana. She was a research assistant at the 
Bureau of Economic and Business Research at Washington 
State University before coming to the University of Montana 
in 1950. She has been assistant director of the University’s 
Bureau since 1961.
Mrs. Johnson has published extensively in her field. She is 
a regular contributor to the Q u a rte r ly  and also writes an an 
nual report on the business outlook for Western Montana in 
the University of Washington B u sin ess  R e v ie w . She has pub 
lished monographs and has contributed to the progress editions 
of T h e  S p o k e sm a n  R e v ie w , the G rea t F alls T r ib u n e  and the 
M issoulian .
• • •
fynxM n M ie
Montana has taken a bold new step in attempting to advance 
the economic and social well-being of its citizens. The 1967 leg 
islative assembly passed an act which abolished the Montana 
State Planning Board. In its place the act created a new Plan 
ning and Economic Development Commission and a depart 
ment of state government to foster planning, growth, and di 
versification of industry and commerce.
Prior to July 1, 1967, the Planning Board was the same in 
composition as the Water Board. Both the state agency and 
the governing board used the name of Planning Board. The 
Planning Board established policy and exercised control in two 
main areas; procurement of new industry for Montana, and to 
a lesser extent, community development. But this is not a 
change in name only. The Act creating the Planning and Eco 
nomic Development Commission and the Department of Plan 
ning and Economic Development requires a concerted effort on 
the part of the Department toward state-wide planning in the 
potential use of natural, human, and institutional resources. 
The statute also recognizes the major role that the state gov 
ernment can play in promoting the economic development and
growth of Montana.
The main facets of the statute that impinge on the organiza 
tion of the Department are the goals around which legislative 
approval was centered. The statute states:
It is hereby declared to be a necessity of public policy of the 
State of Montana to promote, stimulate, and encourage the 
planning and development of the economy of the State in order 
to provide for the social and economic prosperity of its citizens.
. . . The Department shall serve as the agency of State govern 
ment in developing the full potential of the State s human and 
natural resources.
This new department in state government will effectively 
aid and assist the executive branch of the state in planning 
and coordinating, executing, and evaluating policies and ac 
tions for the overall development of the state. The Depart 
ment is so designed that its activities will complement all 
types of functions carried out by the executive branch of the 
state. It will serve as the basis for development of new and
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improved program relationships with political subdivisions of 
the state and the federal government in all areas of state ac 
tivity. This new department will develop the necessary basis to 
serve as a valuable tool to assist the Governor and other state 
agencies in making long-range and short-range policy decisions 
and in implementing actions. The new department is designed 
to establish the basis for realistic pursuit and establishment of 
new industrial enterprises and private recreational facilities in 
the state.
The Bureau of Business and Economic Research, along with 
people of various disciplines in the University of Montana and 
Montana State University, has participated actively in de 
veloping the organizational structure of the Department of 
Planning and Economic Development. We are confident that 
the new department will make a significant contribution in the 
planning and development of the State of Montana. The 
Bureau of Business and Economic Research hopes to become 
more deeply involved in cooperating and coordinating re 
search with other departments and faculty of other disciplines 
within all the units of the University System and agencies of 
state government. This should promote a more efficient and 
effective use of research resources of the state.
W. 2>.2>iM
Director
Using Montana W ater for Economic 
Growth: Problems and Prospects
CHENNAT GOPALAKRISHNAN 
Assistant Professor
Department of Agricultural Economics 
Montana State University, Bozeman
INTRODUCTION
The water situation that exists in Montana at present is 
unique. Montana has an abundant supply of water—in fact, 
it is the largest headwater state in the nation and its drainage 
flows into two of the nation’s greatest rivers: the Columbia and 
the Missouri. The uniqueness of the situation is that Montana 
is currently using less than half its water and yet has no consti 
tutional provisions or statutes definitely recording its rights to 
waters originating within its boundaries.* 1 And the state cannot 
maintain its rights to unu sed  water indefinitely. If additional 
profitable uses for the unused water are not developed without 
further delay, competitive uses downstream will undoubtedly 
establish rights to Montana water by means of prior beneficial 
use.
In fact, competition for Montana’s water is growing swiftly 
and steadily. Downstream uses on the Missouri, such as barge 
transportation, can establish use rights. Similarly, power and 
other uses downstream on the Columbia can establish use 
rights. Further, there is the strong possibility that Montana 
will lose its unused water through inter-basin transfers from 
surplus to deficit areas.2 Montana is one of the few states in 
the nation with a water surplus. (Also included in this cate 
gory are Oregon and Washington.) Although Montana does 
not have a real water problem now, it is edging closer to it, 
and without an established use program, is likely to lose water 
to other basins.
’Roland R. Renne, “Competition for Montana’s Water Will Continue to 
Increase,” M o n ta n a  F a r m e r  S to c k m a n  (April 7, 1966), p. 13.
■’From a speech given by Dr. Renne at the annual meeting of the State
I Rural Areas Development Committee held in Bozeman on February 17,
1966 (as reported in the B o z e m a n  C h r o n ic le , February 18, 1966).
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How could additional profitable uses be made of Montana’s 
untapped water potential? According to one estimate, Mon 
tana’s water needs in the immediate future will be a minimum 
of an additional 5 million acre-feet a year.3 This estimate does 
not include the demand for water for industrial and recrea 
tional uses. The demand for water for recreation uses is ex 
pected to increase by leaps and bounds in the years to come 
in Montana. As one writer has put it, “an outdoor recreation 
explosion is going to hit Montana,” in large measure due to an 
increase in the demand for water-based recreation on the part 
of out-of-state visitors. Also, the water demand for industrial 
purposes will increase, though not spectacularly. These esti 
mates point to the fact that opportunities for the profitable 
use of water within Montana are by no means lacking. What 
is actually lacking is a complete, detailed, and reliable inven 
tory of the possible water uses within the state in the years 
to come. There is a pressing need for such comprehensive 
demand projections. “Already the hungry eyes of sister west 
ern states are on Montana water and the gleam that is begin 
ning to appear may become a firm beam within the next 
decade.”4
In addition to the need for avoiding the possibility of losing 
Montana water to other states, there is the case for developing 
the state’s water resources to ensure the advancement of its 
economy. In this connection Roland Renne has drawn atten 
tion to the role of new federal programs in the development 
of Montana’s water resources. In a 1966 article he says, “These 
programs provide Montana with a golden opportunity to de 
velop sound plans and embark on water and related resource 
development projects that will be highly beneficial.”®
Against this background this paper will examine and analyze 
the principal economic factors that bear significantly on the 
problem of water transfer and the more efficient utilization of 
Montana’s water resources. The first section outlines the cur 
rent water situation in Montana in terms of supply and de 
mand. The second section attempts to focus attention on the 
need for and the problems involved in transferring water be 
tween uses and users inside Montana. The next section then *
’Thomas E. Mooney, “Hungry Eyes Covet Montana Water,” T h e  B illin g s  
G a z e t te  (February 16, 1966), p. 12.
*Ib id ., p. 12.
’Roland R. Renne, “Competition for Montana’s Water Will Continue to 
Increase,” p. 13.
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proceeds to examine the important elements of the future pat 
tern of water demand in Montana—including the fact that 
water-based recreation will assume a new significance in the 
state in the near future.
CURRENT WATER SITUATION IN MONTANA
Supply of Water
Surface Water. Surface water constitutes the major source 
of water supply in Montana. The surface water of Montana 
drains into the Pacific Ocean, the Gulf of Mexico, and the 
Hudson Bay. In addition, there are a few small closed basins 
near the northern border east of the Continental Divide and 
northwest of Billings. Montana east of the Continental Divide 
lies in the Great Plains area and drains into the main stem of 
the Missouri River or its tributary, the Yellowstone. The west 
ern part of the state abounds in mountains and valleys and is 
drained by tributaries of the Columbia River—the Kootenai, 
and the Clark Fork.
The relative discharge of the principal streams flowing 
through Montana is shown in the schematic map of Figure 1.* *
FIGURE 1
MEAN DISCHARGE OF PRINCIPAL STREAMS
Source: United States Geological Survey and Montana Bureau of 
Mines and Geology, M in e r a l  a n d  W a te r  R e s o u r c e s  o f  M o n ta n a  (Wash- 
ington, D. C.: May 1963).
*The line width of streams represents the mean discharge. The width is 
varied as the square root of the discharge to enable visualization of 
major streams throughout their length.
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The Columbia River Basin constitutes 17 percent of the area of 
the state and accounts for 58 percent of the total streamflow of 
63,000 cubic feet per second. Nearly 82 percent of the state lies 
in the Missouri River Basin and has 40 percent of the water 
supply. The Hudson Bay drainage area consists of less than 
half of one percent of the drainage area of the state and has 
almost two percent of the streamflow.6
The area distribution of the mean annual runoff as equiva 
lent inches of depth over the land surface is shown generalized 
in Figure 2. “The mean annual runoff varies from more than
FIGURE 2
MEAN ANNUAL RUNOFF, IN INCHES 
(generalized)
Source: Same as Figure 1.
40 inches to less than 0.25 inches and averages about 3.5 inches 
for the state. The generally mountainous areas west and east 
of the Continental Divide have a relatively high runoff.”7 The 
runoff is less than one inch in about half of the state.
Ground water. Ground water is one of Montana’s most valu 
able resources, and there has been a steady increase in its use 
in recent years. The natural underground reservoirs in Mon-
“United States Geological Survey and Montana Bureau of Mines and 
Geology, M i n e r a l  a n d  W a t e r  R e s o u r c e s  o f  M o n t a n a ,  Special Publication 
28 (Washington, D. C.: 1961), Rep. No. 29, p. 138.
'Ib id .
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tana “represent a last reserve whose intelligent and efficient 
use can implement and stabilize the increasing demands of 
population and industrial growth.”8 
Development of ground water in the state has been primarily 
for domestic and stock use and for irrigation of small gardens 
in the dry-land farming areas. The principal source of potable 
ground water is the alluvial fill existing in almost all the 
stream valleys and on the bordering terraces. Wells driven 
below bedrock run into water-bearing strata at depths of from 
100 to 4,500 feet. Deep wells exist in large number—especially 
in the central and northeastern portion of the Yellowstone 
Basin.9
Although ground water provides at present only about one- 
fiftieth of Montana’s yearly total withdrawal, there is consid 
erable scope for further development. The report by the U. S. 
Geological Survey and Montana Bureau of Mines and Geology 
on the mineral and water resources of Montana (cited above) 
indicates the magnitude of the ground water supplies that can 
be developed from wells in the unconsolidated rock deposits 
in various parts of Montana.
Demand for Water 
Current Pattern of Water Use. Crops and livestock consti 
tute the major sources of income in Montana. The intensified 
irrigation areas in the state are among its finest agricultural 
resources. These irrigated lands, in addition to providing high- 
value crops, also form a basis for the state’s important livestock 
industry. Irrigation thus contributes a good deal to the sta 
bility of Montana’s agricultural economy. Irrigation accounts 
for most of the consumptive use of water. It is estimated that 
about 2.4 million acre-feet of water are used in Montana an 
nually to irrigate 1.8 million acres.
Although using surface and ground water for livestock pays 
off economically, the use of the range for livestock is limited *
*F. A. Swenson, "G r o u n d  W a te r  R e so u rc e s  o f  M o n ta n a ” (Talk given to 
Montana Reclamation Association, Billings, Montana, November 15, 
1954).
"United States Department of the Interior, N a tu r a l R e so u rc e s  o f  M o n  
ta n a  (Washington, D. C.: United States Government Printing Office, 
1964), p. 29.
♦The data appearing in this section have been taken mainly from the 
following two publications: United States Department of the Interior, 
N a tu r a l R e so u rc e s  o f  M o n ta n a  (1964) and the United States Geological 
Survey and Montana Bureau of Mines and Geology, M in e ra l a n d  W a te r  
R e so u rc e s  o f  M o n ta n a  (1963).
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in a number of areas by the scarcity of water. This is because 
the evaporation loss from shallow stock ponds is much greater 
than the amount consumed by the livestock from this source.
The municipal uses of water take up about 110 million gal 
lons of water every day. Another 42 million gallons of water 
are used daily for rural domestic use. Total use of water by 
industry amounts to about 204 million gallons a day. (This 
excludes hydro-power, a non-consumptive use.) There has 
been a steady increase in the industrial use of water with the 
emergence of new industries, and because of the greater use of 
water by the petroleum industry. It is significant to note that 
the total amount of water used for municipal and industrial 
purposes forms even less than one percent of the average sur 
face-water supply.
According to one estimate: “Ground water is used exclusively 
by 92 municipalities; 40 are supplied by surface water, and 19 
use combinations of surface and ground water. Nearly 80 per 
cent of the state’s population is supplied by surface water of 
good quality. Ground water is the primary source of rural, 
domestic and stock water supplies. About 18 percent of the 
commercial and industrial use is supplied from surface water 
sources.”10
The numerous streams, lakes, and reservoirs which abound 
in the Montana landscape play a very important role in recrea 
tion. Both the residents of Montana and out-of-state tourists 
have been making use of these natural waterways and lakes in 
ever-increasing numbers in recent years. However, no reliable 
estimates of the amount of water used for recreational pur 
poses within the state are available at present.
Generation of an adequate and steady supply of power is of 
supreme importance in any scheme of water resource develop 
ment; naturally this requires considerable storage capacity to 
redistribute variable seasonal flows for less-variable power 
generation needs. For this reason, any developmental plan 
must include provision for such storage capacity.
The installed capacity of each stream in the major river 
basins in Montana is given in Table 1. The installed power 
capacity in kilowatts represents the manufacturer’s rating of 
the maximum power output from the generating equipment. 
The average annual power production is given in terms of kilo 
watt hours as reported by the Federal Commission in i960.
“United States Geological Survey and Montana Bureau of Mines and 
Geology, op. cit., p. 145.
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TABLE 1
INSTALLED CAPACITY AND AVERAGE YEARLY POWER 
OF EXISTING PROJECTS IN MONTANA
Exisiting* Percent E xisting1* Percent
Installed o f Average of
Capacity State Power State
Stream (kilow atts) Total (k ilow atts) Total
Columbia River Basin
Lake C reek __________ 4,500 0.36 2,854 0.39
Flint C reek __________ 1,100 0.09 913 0.12
Clark F o r k __________ 315,920 25.04 186,073 25.23
South Fork, Flathead
Riverc ____________ 285,000 22.58 94,406 12.80
Swan R iv e r __________ 4,150 0.33 3,539 0.48
Big C reek____________ 360 0.03 126 0.02
Flathead River ______ 168,000 13.31 121,005 16.41
Total Columbia River
B a s i n _______________ 779,030 61.74 408,916 55.45
Missouri River Basind 
Missouri (main stem).. 463,800 36.76 314,269 42.62
Madison R iv e r _____ 9,000 0.71 8,333 1.13
Yellowstone River 
Basin: West Rosebud
C r e e k ___________ 10,000 0.79 5,936 0.80
Total Missouri River
B a s in ________________ 482,800 38.26 328,538 44.55
Total for S t a t e _______  1,261,830 100.00 737,454 100.00
Source: United States Geological Survey and Montana Bureau of Mines 
and Geology, M in e r a l a n d  W a te r  R e s o u r c e s  o f  M o n ta n a  (Washington, 
D. C.: United States Government Printing Office, May, 1963), p. 148. 
“This represents the manufacturer’s rating of the maximum power out 
put from the generating equipment.
bThis indicates the average annual power production of the state (59 
percent of the installed capacity) as reported by the Federal Power 
Commission in 1960. 
cHungry Horse Dam.
includes Fort Peck and Canyon Ferry Dams.
The average power generation in the state is reported to be 
59 percent of the installed capacity.11
It is estimated that the additional water power potential of 
the state would be about 18 billion kilowatt hours or nearly 
three times the present production. Information concerning 
the potential development prospects is presented in Table 2. 
This does not include the additional power that would be avail-
1'United States Geological Survey and Montana Bureau of Mines and
Geology, M in e r a l a n d  W a te r  R e s o u r c e s  o f  M o n ta n a  (Washington, D.C.: 
United States Government Printing Office, May, 1963), p. 148.
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TABLE 2
INSTALLED CAPACITY AND AVERAGE ANNUAL POWER 
GENERATION OF UNDEVELOPED POWER RESOURCES
IN MONTANA
Undeveloped Percent Undeveloped Percent
Installed of Average of
Capacity State Power State
Stream (kilowatts) Total (kilowatts) Total
Columbia River Basin 
Kootenai River (main
s t e m ) _____________  1,180,000 24.16 374,772 18.37
Yaak River _______ 159,200 3.26 46,233 2.27
Clark Fork (main
s t e m ) _____________  480,000 9.38 173,402 8.50
Rock C r e e k _______ 51,500 1.05 23,002 1.13
Blackfoot River Basin 146,300 3.00 48,208 2.36
Flathead River Basin.. 1,044,800 21.39 307,191 15.06
Thompson R iv e r _____ 3,000 0.68 41,667 2.04
Bull R iv e r ...............  2,200 0.04 1,005 0.05
Total Columbia River
B a s i n _______________  3,097,000 63.41 1,015,480 49.78
Missouri River Basin 
Missouri River (main
s t e m ) _____________  310,500 6.36 210,160 10.31
Jefferson River
B a s i n ___________  147,000 3.01 73,516 3.60
Madison R iv e r ____ 36,500 0.75 22,375 1.10
Gallatin R iv e r _____ 20,800 0.43 12,329 0.60
Sun R iv e r _________  20,500 0.42 6,963 0.34
Marias R iv e r ______ 3,600 0.07 1,027 0.05
Total Missouri River 
above Yellowstone
R i v e r -----------------------  538,900 11.04 326,370 16.00
Yellowstone River (main
stem) — ......  920,000 18.84 536,530 26.30
Mill C r e e k __________ 15,000 0.31 7,991 0.39
Boulder R iv e r _______ 10,000 0.20 6,849 0.34
Stillwater R iv e r _____ 40,000 0.82 21,689 1.06
Big Horn River
B a s in * ____________  255,000 5.22 121,918 5.97
Powder R iv er________ 8,000 0.16 3,311 0.16
Total Yellowstone River
B a s i n ----------------------- 1,248,000 25.55 698,288 34.22
Total Missouri River
B a s in -----------------------  1,786,900 36.59 1,024,658 50.22
Total for S t a t e ------------ 4,883,900 100.00 2,040,138 100.00
*This includes Yellowtail Project.
Source: United States Geological Survey and Montana Bureau of Mines 
and Geology, M in e ra l a n d  W a te r  R e so u rc e s  o f  M o n ta n a  (Washington, 
D.C.: United States Government Printing Office, May, 1963), p. 149.
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able as a result of the reconstruction or improvement of the 
present projects.12
This, then, is a brief account of a current pattern of water 
demand in Montana. In light of this account, the next section 
will analyze the case for bringing about modifications in the 
present pattern to enhance water use efficiency and also meet 
more adequately the changing requirements for water.
THE CASE FOR WATER TRANSFER 
IN MONTANA
The current pattern of water use in Montana does not repre 
sent the most efficient utilization of the state’s water resources. 
A close look at the current pattern of water use in Montana 
shows that the largest amount of water is at present used for 
irrigation—a highly consumptive water use which ranks far 
below industrial or municipal use of water in terms of its re 
turns or its contribution to the economy. For example, 1,000 
gallons of water used in steel production result in more than 
$25, whereas 1,000 gallons of water will produce only about 6 
cents worth of alfalfa or $4.50 worth of lettuce. (The figures 
represent the marginal value product of water in its different 
uses.) Montana produces a lot of alfalfa and very little let 
tuce.13 Studies in areas comparable with Montana have shown 
that the same amount of water used in industry can pay 50 
times as much as agriculture, and recreation can pay 12 times.14 *
One can illustrate further in even more telling terms: Iowa’s 
agriculture returns 94 cents per 1,000 gallons in value of prod 
ucts as against Colorado’s 23 cents and Montana’s 13 cents.16
Obviously, if Montana is to increase its income productivity 
from agriculture, it must devise ways and means to improve 
the efficiency of its agriculture. More important, however, is 
the fact that the state must make profitable use of more of its 
unused water supplies by other, higher-valued uses.
Montana is endowed with a distinctive beauty; and precipi 
tation makes possible high-demand water-based recreation 
throughout the year. The returns from the recreational use of
“Ibid., p. 149.
,3A. H. Ferguson, “Water,” N o w  (Vol. I, No. 2, Spring, 1966), p. 4. (Pub 
lished every quarter by the Co-operative Extension Service of Montana 
State University, Bozeman.)
“Renne, “Competition for Montana’s Water Will Continue to Increase,”
p. 13. 
u'Ib id .
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water are markedly higher than the returns from the use of 
water for agricultural purposes. Hence, the transfer of water 
from agricultural to recreational uses is an area worthy of ex 
ploration.
Transferring water to other high-yielding uses, without the 
process impairing the quality of its waters by water pollution 
and its wide-open spaces by air pollution, is a research area 
that also merits detailed investigation.
FUTURE PATTERN OF WATER USE 
IN MONTANA
The future pattern of demand for water in Montana will de 
pend on a number of factors which have a significant bearing 
on the state’s economic growth. The principal factors that have 
to be taken into account in this connection are (1) rate of 
growth of population, (2) the role of irrigated agriculture, (3) 
flood control, (4) power generation, (5) the pace and pattern 
of industrial growth, and (6) the fast expanding demand for 
water-based recreation. We will examine each one of the above 
factors, although the lack of data—especially projections of 
future trends—presents a serious difficulty in making detailed 
forecasts of future patterns of development.
Population Growth. During the period 1940-1950, Montana’s 
population increased 5.6 percent. The subsequent decade, 1950- 
1960, witnessed a much higher rate of growth—14.6 percent, 
and in 1960 Montana’s population stood at 674,767.16 William D. 
Diehl, Director of the Bureau of Business and Economic Re 
search, estimates that the population of Montana in 1970 will 
be 771,221. The reasons for using the same rate of growth for 
the period 1960-1970 are explained by Diehl as follows:
During the 1950’s we experienced neither a full-scale war nor ■ 
a depression that would have radically disturbed vital rates, 
especially births and migration. The [population] projections 
are prepared under the assumptions that we will not experience 
a severe depression in this decade and that the Vietnam war 
will not drain our population any more than did the Korean 
War. Therefore, the same birth rates, death rates, and migra 
tion rates will exist from 1960-1970 as for 1950-1960.”
According to these assumptions Montana’s current (1966)
"'United States Bureau of the Census, United States Census of Popula 
tion, 1960, N u m b e r  o f  I n h a b ita n ts :  M o n ta n a , Final Report, PC I-(28A). 
’"William D. Diehl, “Human Resource Analysis,” Chapter 4, Unpublished 
Tax Study prepared by the Task Force of the Taxation Sub-Committee 
of the Montana Legislative Council, November, 1966.
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population is in the neighborhood of 733,000. (Diehl’s projec 
tion, however, is higher than the 1966 Census Bureau estimates 
of Montana population of 702,000.) And during the period 
1960-1970, Montana is expected to gain a net addition of 96,000 
residents or 9,600 people every year.
Stanford Research Institute in its Basic Econom ic Projec 
tion18 estimates that Montana’s population will be 745,200 in 
1970, and 779,400 in 1975—a more modest rate of growth than 
anticipated by Diehl. In any event, the increase in population 
could be expected to produce three results on the demand for 
water in Montana: (a) an increase in the demand for domestic 
use of water, (b) an increase in the demand for water-orien 
tated recreation, and (c) an increase, though of a small magni 
tude, in the municipal water use.
Irrigated Agriculture. Agriculture is Montana’s largest indus 
try; in 1964, the total sales of agricultural products amounted 
to $389,047,446.19 Irrigation has all through the years been a 
very important part of Montana’s agriculture, and has un 
doubtedly served as a stabilizing factor in Montana’s agricul 
tural production. Indeed, during the 1930-1933 drought, irri 
gated lands accounted for 34 percent to 63 percent of the crop 
value in the state.
The area under irrigation during 1963 stood at 1,584,574 acres 
and represented 19 percent of the total area under cultivation. 
(These are the latest figures available.) This is 2 percent 
higher than the area under irrigation in I960.20 There is reason 
to believe that the area under irrigation will register further 
increases in the next few years. The Montana Conservation 
Needs Committee estimated in 1962 that the total acreage of 
irrigated cropland in the state will be 1,936,500 acres in 1975.21 
Another report indicates that the long-range program of the 
Bureau of Reclamation would increase the area under irriga 
tion by 1 million acres. The Bureau of Reclamation’s recently 
completed Yellowtail Dam alone is expected to irrigate about
“Stanford Research Institute, B a s ic  E c o n o m ic  P r o je c t io n s  (Palo Alto, 
California: Stanford University Press).
’"U. S. Bureau of the Census, C e n su s  o f  A g r ic u l tu r e  1964. S ta t i s t i c s  fo r  
th e  S ta te  a n d  C o u n tie s , M o n ta n a , Tables 8 and 9.
“Montana Department of Agriculture, M o n ta n a  A g r ic u l tu r a l  S ta t is t ic s ,  
Vol. X (Helena, Montana: Statistical Reporting Service, December, 
1964).
“'Montana Conservation Needs Committee, M o n ta n a  S o il  a n d  W a te r  
C o n s e r v a tio n  N e e d s  I n v e n to r y  (Bozeman, Montana: January, 1962).
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43,500 acres. (This is included in the estimated total above.)22 
If the controversial Reichle Dam is constructed, another 64,200 
acres will be brought under irrigation.23
Although the monetary returns of water used for irrigation 
are considerably lower than the returns that would result if 
used for other purposes, a complete transfer of water from 
agriculture is neither feasible nor desirable. In fact, it has been 
clearly pointed out that there is a strong case for bringing 
more land under irrigation on a national scale in order to avert 
a food shortage in the not-too-distant future.*  James Wright, 
in T h e  C om ing  W a ter  F am ine  says:
Productive farmlands are necessary to a self-sustaining na 
tion. While it may be popular in some quarters to deny farm 
surpluses . . . nobody wants the reverse, food shortage. . . .
An agricultural subcommittee of the Congress has forecast that 
within 15 years we shall need the productive equivalent of 116 
million m o r e  acres than we now have under cultivation if we 
are merely to feed our people.
And again:
. . . Medium range population assumptions indicate that, in 
order to feed our own people, total irrigated acreages in the 
United States—now 30 million—should be more than 36 million 
by 1980 and more than 55 million by the year 2,000“
Montana will definitely have to contribute its share to the 
anticipated increase in total irrigated area. And all these facts 
make it clear that there is going to be a steady increase in the 
demand for water for irrigation in Montana in the years ahead.
Flood Control. The fact that the state continues to be plagued 
by floods, often resulting in extensive damages, indicates the 
necessity for recognizing the importance of flood control in the 
future programs of water development for Montana. In fact,
Tielmer Holje, e t  a l . .  T h e  H a r d in  I r r ig a t io n  U n it , Circular 244 (Boze 
man, Montana: Department of Agricultural Economics and Rural Soci 
ology; Montana Agricultural Experiment Station, March, 1966), p. 4.
"‘G. T. Sullivan, “Water Project Seen as Gold Rush to Three Counties,” 
G r e a t  F a lls  T r ib u n e , November 2, 1965.
■'James Wright, T h e  C o m in g  W a te r  F a m in e  (New York: Coward Mc 
Cann, Inc., 1966), p. 78.
*11 may be mentioned in this context, however, that a survey of the 
trends in agricultural production during the past 30 years or so has 
shown a consistent increase in farm surpluses and a steady decline in 
areas under cultivation. Consequently, there is a large group of people 
who do not envision the possibility of more land being brought under 
irrigation in the near future, especially if the problem is viewed from 
a national perspective.
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flood control still figures prominently as one of the purposes 
for the construction of multipurpose projects by the Bureau of 
Reclamation and the Army Corps of Engineers within the 
state. The State Water Conservation Board also has plans for 
the construction of a series of small watersheds in several parts 
of the state to reduce flood damages. According to one report, 
the state had been subjected to five devastating floods since 
1908, the most recent of which occurred in 1964. As a result of 
the 1964 flood, the Great Falls area alone sustained a loss of 
nearly $6 million.25 These are major floods and do not include 
the annual floods which result in moderate losses. In addition 
to the programs of the Bureau of Reclamation and the Water 
Conservation Board, the various Flood Control and Drainage 
Districts in the State also have formulated a number of flood 
control plans for future implementation. On balance, it can be 
concluded that the use of water for flood control programs will 
assume greater importance in the years to come.
Power Development. Another principal water use is related 
to the generation of power. A look at Table 2 will reveal 
clearly that the various multipurpose projects that are already 
in operation possess a vast amount of untapped power poten 
tial. Consequently, the scope for future construction of dams 
with a view to generate power is rather limited. An instance 
in point is the proposed Fort Benton Dam on the Missouri 
River. Secretary of the Department of Interior, Stewart Udall, 
stated that the power from the dam would be marketable at 
rates that will return the investment.26 More recently, Udall 
has outlined a new policy for the construction of dams for 
power generation. The new policy requires the examination of 
alternative costs and alternative programs which would meet 
the same basic needs envisioned by the proposed hydro-power 
dams. If alternative methods are found to be cheaper (such as 
nuclear and coal-fired steam generating plants) and more suit 
able, they would be preferred to the dams for the generation 
of hydropower.27
Industrial Use of Water. Manufacturing, services and public 
administration registered increases in employment during the 
1950-1960 period. Manufacturing and services showed espe 
cially significant gains in employment (Table 3).
“Dick Coon, “Cost of Flood Project Same as 1964 Damage,” T h e  G re a t  
F a lls  T r ib u n e , November 15, 1966.
“The B o ze m a n  C h ro n ic le , September 8, 1966.
27S c ie n c e  (AAAS), October 7, 1966, p. 134.
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TABLE 3
PERSONS EMPLOYED BY MAJOR INDUSTRY, 1960
Percentage  
Change During  
N um ber 1950-1960
Em ployed ( + )  increase 
Industry in  1960 (—) decrease
1. Agriculture, forestry and fish e r ie s____ 40,844 —25.7
2. M in in g _______________________________ 6,782 —27.1
3. C o n stru ctio n ___________________________14,911 +0.9
4. M anufacturing_______________________  23,439 +25.5
5. Transportation, communication,
and public u t il it ie s __________________  21,013 —6.6
6. Wholesale and retail tra d e____________  47,094 +13.1
7. Finance, insurance and real estate______ 8,035 +60.5
8. S erv ices______________________________ 51,451 +35.6
9 Public administration _______________  12,530 +24.6
10. Total number em p loyed ______________  231,270 +6.0
11. Labor F o r c e _________________________  254,401 +9.6
Source: U. S. Bureau of the Census, C e n s u s  o f  th e  P o p u la t io n :  1960.
G e n e r a l  S o c ia l  a n d  E c o n o m ic  C h a r a c te r is t ic s ,  M o n ta n a , Table 62.
No estimates of the likely increase in industrial water use 
in Montana in the foreseeable future are at present available. 
A recent report points out that the demand for water on the 
part of forest products industries consisting of pulp and paper, 
plywood, particle wood, and other products should increase in 
Montana in the very near future.28 The future “recreation 
explosion” in the state is expected to result in the rapid growth 
of sports goods industries. Increased irrigation would result in 
an increase in the number of feed-processing industries; an 
increase in the livestock industry would lead to a rise in the 
number of meat-processing industries. So it could be concluded 
that there should be a rise in the industrial demand for water 
in the next 10 years or so; but there is too little reliable infor 
mation to warrant a quantitative estimate of this demand.
Water-based Recreation. The largest increase in the future 
demand for water in Montana may well be in the field of 
water-based recreation. Montana is a scenic wonderland en 
dowed with a tremendous recreation potential. The noted 
writer Steinbeck observes:
It seems to me that Montana is a great splash of grandeur.
The scale is huge, but not overpowering. The land is rich with 
grass and color, and the mountains are the kind I would recre-
28Arnold Bolle, e t  a l .,  T h e  F o r e s t  P r o d u c ts  I n d u s t r y  in  M o n ta n a  (Mis 
soula, Montana: Montana Forest and Conservation Experiment Station, 
University of Montana, 1966).
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ate if mountains were ever put on my agenda. Montana seems 
to me to be what a small boy would think Texas is like from 
hearing Texans. . . .  It seemed to me that the frantic hustle 
of America is not in Montana. The calm of the mountains and 
the rolling grasslands had got into the habitants."
The two principal attractions which draw people to Montana 
are Glacier and Yellowstone Parks. The state has more than 20 
state parks covering an area of about 10,000 acres. It has about 
130 municipal and county parks.* 30 Several of these are water- 
based. Montana has over 1,500 lakes and nearly 15,000 miles of 
fishing streams, including 31 major rivers. In addition, the 
state has several hundred man-made reservoirs. Most of these 
have been stocked and provide good fishing. The tributaries 
and connecting lakes of Montana’s four major watersheds pro 
vide a variety of fishing seen in few other states.31 *
According to Renne:
Montana’s precipitation makes possible high-demand water- 
based recreation in the spring, summer and early fall months— 
fishing, boating, swimming, camping, water-skiing, etc.; in the 
late fall—hunting of water fowl, upland birds and big game; 
and in the winter—skiing and related winter sports.83
Another factor that attracts a large number of out-of-state 
visitors to Montana is its relatively clean streams, lakes and 
rivers. Renne states in this connection:
Montana, not faced with extensive pollution, can devote much 
more of funds available to actual investment in planning and 
development of new enterprises such as recreation to increase 
her returns from water.23
Montana has been experiencing a steady growth in the num 
ber of out-of-state visitors and the earnings from them. Thus, 
the total number of out-of-state visitors increased from 
2,562,515 in 1958 to 3, 327, 778 in 1962—an increase of over 20 
percent.34 According to the latest estimates available, the num-
"John Steinbeck, T r a v e ls  W ith  C h a r le y  (New York: Viking Press, Inc., 
1962), p. 158.
U n ited  States Department of Interior, N a tu r a l R e so u rc e s  o f  M o n ta n a  
(Washington, D. C.: United States Government Printing Office, 1964), 
p. 28.
"Ibid.
fcRenne, “Competition for Montana’s Water Will Continue to Increase,” 
p. 13.
I I b id .
"Montana State Highway Commission (Planning Survey Division) and 
United States Department of Commerce (Bureau of Public Roads), 
F iv e  Y e a r s  o f  T o u r is t  S tu d ie s  in  M o n ta n a  (October, 1963).
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ber of out-of-state visitors in 1970 would go up to 3,770,600 and 
in 1975 to 4,486,700.
These out-of-state visitors are one of the most vital reasons 
for recreation plans in Montana. The moment they enter the 
state they are potential water users of public facilities. There 
fore any county that is exposed to them (and they all are) is in 
need of facilities to accommodate the visitor’s basic recreation 
needs.85
Various measures have been taken in recent years to enhance 
the recreation facilities available in Montana. A proposal has 
been made by the Fish and Game Department for a state recre 
ational waterway system which will increase the accessibility 
to and stimulate interest in certain upper Missouri Basin 
Rivers. These rivers are part of the most unique streams in 
the nation for their wild trout fishing and for their historic 
importance. The Yellowstone from Gardiner to Pompeys Pillar 
was the first river section designated in this system and a 
recreational development plan has been prepared for it. Other 
Missouri Basin streams that could be considered for inclusion 
into this system are the blue-ribbon portions of the Missouri, 
Madison, Gallatin and Big Hole Rivers and the Missouri from 
Fort Benton to Fort Peck. The proposal for the creation of this 
state’s recreational water system is an example of the great 
importance attached to the preservation of the fish habitat.3 *6
There is an increasing awareness of the importance of water- 
based recreation by the agencies responsible for the develop 
ment of the state’s recreation potential. The Fish and Game 
Department has chalked out a program of park and recreation 
development involving $750,000 for the two-year period start 
ing July 1, 1967. By the end of June 1966, the Fish and Game 
Department had spent $444,000 for parks and recreation since 
taking over the State Parks Division from the Highway De 
partment in July, 1965, and since being designated the state 
recreation agency.37
The recreation planning effort in Montana has gained mo 
mentum in recent years. In the fall of 1964, a Governor’s Out 
door Recreation Advisory and Planning Committee was set up 
to explore the possibilities for fully utilizing Montana’s vast 
recreation potential. This Committee has prepared a compre 
hensive and detailed Outdoor Recreation Plan for the entire
33I b id ., p. 210.
United States Department of the Interior, P r o g r e s s :  M is s o u r i  R iv e r
B a s in  (Annual Report, 1966), pp. 148-149.
87T7ie G r e a t  F a lls  T r ib u n e , November 15, 1966.
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state of Montana. A preview of this report, however, provides 
much interesting information. In the words of the report, “this 
plan has been developed with the broad objective of providing 
guidance in the development and implementation of Montana’s 
present and future outdoor recreation programs.”38 The report, 
for the most part, provides information regarding the supply 
of and demand for outdoor recreation facilities on a region 
wide basis. Seven distinct regions are identified for the whole 
state of Montana. These seven regions are shown in Figure 3.
FIGURE 3
PROPOSED RECREATION REGIONS IN MONTANA
Source: Montana Fish and Game Department (Recreation, Parks and 
Research Division), S ta te  o f  M o n ta n a  S ta te w id e  O u td o o r  R e c r e a tio n  
P la n  (Helena, Montana: September 1965).
This report, however, does not make any attempt to give over 
all figures pertaining to the entire state. The usefulness of the 
report for those interested in the problem would be consider 
ably enhanced if it included state-wide projections relating to 
supply-demand situation for recreation facilities.
GUIDELINES FOR ACTION
Several methods must be adopted to exploit Montana’s 
tourist potential to its fullest extent. The principal measures
“'"Department of Fish and Game (Recreation, Parks and Research Divi 
sion) op. c it ., p. 3.
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should aim at the provision of high quality facilities, privacy 
in the out-of-doors, access to the state’s outdoor recreation 
opportunities, opportunities facilitating leisurely touring across 
the state and a full recognition of the rights of private land- 
owners as hosts to visiting tourists.39
A greater degree of coordination between the federal, state 
and local agencies responsible for the planning of recreation 
development is indispensible. The Federal agencies include: 
(1) the National Park Service, (2) the Forest Service, (3) the 
Fish and Wildlife Service and (4) the Corps of Engineers. The 
Fish and Game Commission’s Recreation, Parks and Research 
Division is the state agency. On the local level the following 
agencies can play a very important role: (1) the Montana State 
Soil and Water Conservation Districts, (2) the Montana State 
Rural Area Development Committee, (3) the Montana Con 
servation Council, (4) the Montana Wildlife Federation, and 
(5) the Montana Wilderness Association. The several Montana 
University units can also be of considerable help in providing 
expert counsel and assistance to the various agencies men 
tioned above.
Finally, there is a problem of crucial significance which the 
recreation planners of Montana should take into consideration. 
This relates to the future establishment of industries in Mon 
tana. If industries wish to locate their plants in Montana, the 
state should insist that they establish adequate measures to 
prevent air and water pollution. Allowing lakes, rivers, 
streams and air to become polluted would necessarily involve 
the spending of a large amount of funds for clean-up activities 
rather than for investment to develop the state’s land and 
water resources. The state planners should, therefore, rigidly 
enforce anti-water-and-air pollution laws to preserve the qual 
ity of Montana’s wide-open spaces and clear waters.
The foregoing analysis indicates that there is a strong like 
lihood for alterations in the future pattern of water use and 
demand in Montana. It also suggests that much of the in 
creased demand would be for industrial and recreational pur 
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The Business Outlook
WILLIAM D. DIEHL, Director 
Bureau of Business &  Economic Research 
School of Business Administration 
University of Montana, Missoula
The Nation
During 1966 the U. S. economy achieved the highest level 
of employment of resources experienced in over a decade. The 
annual rate of growth in real gross national product was 5.4%. 
The civilian unemployment rate fell from 4.5% to 3.8%; the 
number of unemployed dropped by 500,000. More than 3 million 
workers were added to the nation’s payrolls and industrial 
production increased nearly 13%. Private domestic investment 
increased $6.5 billion in 1966. Labor productivity, that is, output 
per man hour, grew about 3%. Gains in productivity generated 
growth in per capita real disposable personal income. In 1966 
real per capita disposable income increased 3.5%.
The record of 1966 was not all good. Although private do 
mestic investment increased $6.5 billion in 1966, this was down 
$4.8 billion from 1965. The decline in the annual rate of private 
domestic investment resulted in a decline in the rate of growth 
in labor productivity during 1966 which averaged 3.5% during 
the 1961 through 1965 period. The growth rate in per capita 
real disposable personal income during 1966 was almost 1% 
below that of 1965. But it must be remembered that this is 
still growth, and only the rate of growth has declined.
The consumer price index increased 3.2% during 1966. A 
3.4% increase was experienced in the wholesale price index. 
The U. S. export surplus fell from $5.3 billion in 1965 to $3.8 
billion in 1966. Although the value of exports grew, higher 
prices in the domestic market relative to foreign markets in 
duced purchases of foreign products. Tight money, additional 
demands of government for defense needs and of business for 
capital investment diverted financial resources away from con 
struction activity. New housing starts fell from 1,543,000 units 
in 1965 to 1,252,000 units in 1966.
The President’s Council of Economic Advisors has projected 
that the gross national product will reach an annual rate of
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$787 billion in 1967, or $47 billion in excess of the 1966 annual 
rate. Gross national product reached $764.3 billion annually 
during the first quarter of 1967. Their projection is based on 
expectation regarding spending behavior of consumers, busi 
nessmen, government, and the outlook for exports and imports.
Wage increases in 1967 are expected to exceed those of recent 
years in regard to both dollar increases and the number of 
workers involved. Wage levels negotiated in new labor con 
tracts are expected to account for the present inflation and may 
account for future inflation. Additionally, labor contracts of 
some two million workers will expire in 1967 as compared to 
contract expirations of one million workers in 1966.
Graduated withholding of individual income taxes during 
1967 will leave consumers with little additional tax payments 
required at income tax time in April of 1968. They will not 
have to borrow large sums to pay 1967 federal income taxes.
The consumer component of total spending will be strength 
ened in 1967 by the increase in Medicare and other social wel 
fare benefits. However, even at midyear 1967, consumers have 
not shown signs of increasing spending despite gains in per 
sonal income.
The outlook for business profits during 1967 is not good. 
Profit margins will be reduced by higher wage contracts and 
higher interest costs. The 7% investment tax credit was re 
stored by recent legislation because industrial production in 
the first quarter of 1967 was down for the first time since 1961. 
This will encourage a higher level of investment during the 
remainder of 1967 than occurred in 1966 and should result in
increases in labor productivity and per capita real personal 
income.
Declining vacancy rates for rental housing indicate that a 
backlog of demand for housing is building up. Housing starts 
during 1966 fell sharply—by about one-half the annual rate. 
During the first quarter of 1967 lower interest rates induced 
partial recovery in housing starts, but mortgage rates have re 
cently begun to rise again and have reached levels approaching 
their 1966 peak. If mortgage rates continue to rise, as is ex 
pected because of large potential demand for long-term funds 
to finance the federal deficit and the demand for long-term 
funds by business, housing starts will not recover in 1967. Such 
a development over an extended period of time is serious be 
cause of the increase in additions of people to the family 
formation age brackets. Lack of housing may become a serious
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problem in the next two or three years. When housing mort 
gage rates stabilize at a level consistent with consumer bud 
gets, the backlog of demand for housing may result in short 
term housing material shortages.
The Council of Economic Advisors at the beginning of 1967 
estimated that the annual rate of deficit would be slightly 
over $5 billion in the 1967 fiscal year. The deficit at year s end 
was about $11 billion. The deficit for the 1968 fiscal year ac 
cording to Treasury Secretary Fowler might reach $24 bil 
lion. The cost of the Viet Nam War and increased Medicare 
payments in addition to the normal current growth of federal 
outlays will be the major contributors to higher federal out 
lays in relation to federal receipts. Without some tax action to 
cut the federal deficit the government will be forced to fi 
nance the budget deficit through borrowed funds, thus putting 
even more pressure on housing mortgage credit and long-term
business financing.
State and local government spending will continue to in 
crease by already programmed increases. In addition, new ef 
forts to meet the needs in school construction, highway con 
struction, water pollution, air pollution and others are ex 
pected to raise the costs of state and local governments sharply.
In 1967 imports are expected to rise faster than exports. 
Higher domestic prices will again result in a less favorable 
balance of payments during 1967.
Realized net farm income of the nation’s farm operators rose 
$2.1 billion in 1966 to a total of $16.3 billion. This was the 
highest level reached since 1947 when total realized net farm 
income was $17.1 billion. The Economic Research Service of the 
U. S. Department of Agriculture forecasts a decline in realized 
net farm income for 1967. This forecast reflects the prospects 
for a further increase in farm production expenses and little 
change in gross farm income. Direct government payments to 
farmers will be smaller in 1967, mainly because of the reduc 
tion of diversion payments under the 1967 Feed Grain Pro 
gram. A strong domestic and foreign demand for farm products 
seen for 1967 is expected to be a major factor in maintaining 
gross farm income at near the 1966 level.
The State
Montana’s economy had a good year in many respects. The 
civilian work force grew to an unprecedented 266,600. Total 
employment of the work force was 253,800 which comprised 
216,700 employed workers in nonagricultural establishments
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and 37,100 employed workers in agricultural establishments. 
The total employment of the work force was 246,400 in 1965. 
During 1965 there were 211,200 employed in nonagricultural 
establishments and 35,200 employed in agricultural establish 
ments. From 1965 to 1966 nonagricultural employment in 
creased by 5,500 workers and agricultural employment in 
creased by 1,900 workers.
The strength in nonagricultural employment is accounted for 
by manufacturing of durable goods, such as employment in 
manufacturing lumber and timber products and primary 
metals. Some gains in employment were experienced in the 
government, service, finance, and trade industries of the non 
manufacturing sector; but from 1965 to 1966 losses in employ 
ment were seen in the contract construction and mining indus 
tries of the nonmanufacturing sector. Also a sizeable gain was 
seen in nonagricultural, self-employed and unpaid family 
workers and domestic workers from 1965 to 1966.
During the first five months of 1967, total employment in 
Montana averaged about 0.9% greater than during the first 
five months of 1966 (see Table 1). There were about 2,500 more 
workers employed in Montana during the first five months of 
1967 than during the first five months of 1966. However, the
TABLE 1
THE AVERAGE PERCENT CHANGE IN EMPLOYMENT IN 
MONTANA BY SECTOR FROM THE FIRST FIVE MONTHS 
OF 1966 TO THE FIRST FIVE MONTHS OF 1967
Average Percent Change 
First Five Months 1966 
to First Five Months 1967
Total Employment ....       +0.9
(a) Nonagricultural wage and salary .......  +2.0
Manufacturing ____________________  +6.5
Durable goods ___________________  +9.2
Nondurable goods .................................  +1.0
Nonmanufacturing _____________   +0.5
Mining __________________________  —4.8
Contract construction . ..........   —8.3
Transportation and utilities _____  —1.4
T ra d e___________________________  +1.7
Finance insurance and real estate__ +2.9
Service ___   —0.1
Government ________ ..... +5.9
(b) All other nonagricultural employment —4.3
(c) Agricultural employment ...........   —5.0
T H E  B U S I N E S S  O U T L O O K  31
large gains in employment in manufacturing were offset by 
some weaknesses in agricultural employment, other nonagri- 
cultural employment, and certain nonmanufacturing indus 
tries. For example, during the first five months of 1967 mining 
employment and contract construction averaged 4.8% and 
8.3% respectively less than during the first five months of 1966.
Durable goods manufacturing showed a large gain of 9.2% 
in employment from the first five months of 1966 to the first 
five months of 1967. The largest gains in employment regis 
tered during the first five months of 1967 were made by man 
ufacturers of primary metals and other durable goods. The 
lumber and timber products industry employment showed 
good gains in January, February, and March of 1967; but em 
ployment in this industry during May of 1967 was 3.2% less 
than in May of 1966.
Mining and contract construction employment were 4.8% 
and 8.3%, respectively, below the average of the first five 
months of 1966. These losses in employment were offset by in 
creases in employment in finance insurance and real estate 
and government.
It appears that the impact of tight money and the depression 
in the housing industry reached into Montana’s economy dur 
ing the first five months of 1967. With interest rates approach 
ing the 1966 peak, the prospects for increases in employment 
in lumber and timber products and contract construction in 
dustries are not good. The prospects for increases in employ 
ment in these industries will not be good until either interest 
rates stabilize at the 1965 levels or real incomes grow suf 
ficiently to make mortgage financing of new homes a more 
realistic part of family budgets.
In view of the problems of employment in the contract 
construction and timber and timber products industries, it 
seems highly appropriate that the state long-range public 
building program is to get under way in the 1967-1969 bien 
nium. The 1967 legislative assembly approved an administra 
tion-designed building program by appropriating a little over 
$21 million for state-wide building during the 1967-1969 bi 
ennium. Of the $21 million in funds authorized there are 
roughly $8 million in earmarked revenue and federal funds 
and $13 million of bonding authorized during the next two 
years. The state building program will be highly comple 
mentary to the employment situation in Montana over the 
next two years.
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As a long-run prospect, agricultural employment increases 
are not expected. From 1965 to 1966, however, there was an in 
crease in the number of employed agricultural workers as well 
as in the proportion they made up of the total employed- labor 
force. Table 2 shows the percentages of total employment that
TABLE 2
AGRICULTURAL AND NONAGRICULTURAL EMPLOYMENT 
EXPRESSED AS A PERCENT OF TOTAL EMPLOY 
MENT IN MONTANA AND THE U. S. AS A WHOLE, 











1940 . 67.81 79.92 32.13 20.08 100.00 100.00
1950 74.83 87.45 25.17 12.55 100.00 100.00
1957 ____  82.55 90.43 17.45 9.57 100.00 100.001958 . 82.54 90.86 17.46 9.14 100.00 100.001959 83.25 91.10 16.75 8.90 100.00 100.00I960 83.48 91.42 16.52 8.58 100.00 100.001961 84.06 91.82 15.94 8.12 100.00 100.001962 84.05 92.35 15.95 7.65 100.00 100.001963 . 84.18 92.81 15.82 7.19 100.00 100.001964 84.94 93.23 15.06 6.77 100.00 100.001965 . 85.71 93.65 14.29 6.35 100.00 100.001966 ......  85.38 94.32 14.62 5.68 100.00 100.00
Sources: Unemployment Compensation Commission, Helena, Montana, 
and U. S. Bureau of Labor Statistics, “Montana Civilian Work Force;”
U. S. Dept, of Commerce, Bureau of the Census, 1940 C e n su s  o f  P o p u  
la tio n , M o n ta n a , T h e  L a b o r  F o rc e , Vol. 3, Part 3, Table 20, p. 1066;
U. S. Dept, of Commerce, Bureau of the Census, 1950 C e n su s  o f  P o p u  
la tio n , M o n ta n a , T h e  L a b o r  F o rc e , Table 84, p. 133;
U. S. Dept. Commerce, Bureau of the Census, 1960 C e n su s  o f  P o p u la tio n ,  
M o n ta n a , D e ta i le d  C h a r a c te r is t ic s , Final Report PC (1)-28D, Table 125, 
pp. 245-250.
nonagricultural and agricultural employment made up since 
1940 for Montana and for the U. S. as a whole. In 1940 the 
percent of the employed in agriculture in Montana was 1.6 
times higher than the percent employed in agriculture in the 
U. S. as a whole. In 1950 the percent of Montana’s employed 
workers in agriculture was over 2.0 times that of the U. S. as a 
whole, and by 1966 the percent of the employed labor force in 
agriculture in Montana was 2.6 times the percent of employed 
labor force in the U. S. as a whole. In the U. S. as a whole, 
agricultural employment as a percent of total employment
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has declined uniformly and rapidly since 1940, whereas in 
Montana the decline has been more or less slow and there 
have been three interruptions as shown in Table 1. From 1963 
to 1964 there was a decline in agricultural employment of 
1,800 workers, and from 1964 to 1965 there was a decline of 
1,300 employed agricultural workers.
The strength shown in agricultural employment from 1965 
to 1966 indicates a high level of activity and prosperity during 
1967, reflected by high realized net farm income. Preliminary 
estimates by the Economic Research Service of the U. S. De 
partment of Agriculture indicate that realized net income per 
farm in Montana in 1966 came to $7,070—a 39% increase over 
1965. Cash receipts from marketings and government payments 
were up sharply from 1965. Largest gains in receipts were from 
sales of wheat, cattle and calves, and barley.
In 1967, larger supplies and lower prices for hogs, poultry, 
and eggs will likely lead to lower receipts for these products. 
In the aggregate, lower receipts for hogs, poultry, and eggs 
will probably be offset by higher prices for cattle and calves 
and dairy products.
Wheat acreage allotments are up about one-third over 1966. 
The 1967 Feed Grain Program has been changed to include 
higher loan rates, a higher total price support, and elimination 
of voluntary diversion except on small farms.
Under these conditions agricultural employment could con 
tinue through 1967 at the high level attained in 1966.
The economic indicators both for the nation and for Mon 
tana reveal a mixed situation with respect to economic growth 
during 1967. Reductions in private domestic investment, recent 
declines in industrial production, increases in the general 
price level, and the declining export surplus indicate a general 
weakening of the U. S. economy. Recent increases in interest 
rates along with the prospects of a high federal deficit rein 
force to some degree the signs of weakening in the U. S. econ 
omy. However, there still appears to be strength in the overall 
labor market since aggregate unemployment levels are at or 
near the low reached in 1966. But above indicators seem to 
show that we can expect unemployment levels to begin to rise 
soon.
If unemployment increases during the remainder of 1967 
and the price level continue upward, the present policy di 
lemma of the Federal Reserve, the Treasury, and the President 
will be intensified. Rising prices tempt the Federal Reserve to
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reduce monetary growth, and tempt fiscal authorities to raise 
taxes and reduce government spending. Falling industrial pro 
duction and increasing unemployment will tempt them to 
speed monetary growth, cut taxes and increase goyernment 
spending.
The actions taken by policy makers prior to this time and 
during the next 12 to 24 months will determine the course of 
the economy. The increasing costs of the Viet Nam War and 
Great Society programs make it difficult for government 
policy makers to use the tools of monetary and fiscal policy 
effectively in the situation as it exists today in the U. S. econ 
omy.
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A need exists for ideas and programs that will help the small 
businessman plan for profits. Of the three and one-half million 
business entities in existence today, 90.4 percent employ less 
than twenty people. The success or failure of a business this 
size is a very important economic factor. Success must be 
planned; failure usually is not.
The effective coordination of men, materials, machines, 
money, and markets is the province of modern management. 
If management can be defined as the directing of human 
efforts to carry on productive activity, then it can be said that 
there have always been and always will be managers. Mana 
gers are not new; they can be identified in the basic family 
unit, the partnership enterprise, the corporation, the commun 
ity, the state, or any group whose activities require organiza 
tion and coordination.
All managements make plans. It is hard to conceive of an 
organization of any kind whose leaders are not giving some 
thought to the organization objectives and the best way of 
reaching those objectives. A group of people not operating 
under some sort of plan is merely an incoherent, directionless 
mob, not an organization.
Although all managements plan, there are considerable dif 
ferences in the way in which they plan. Some people do their 
planning entirely in their heads; others make notes and rough 
estimates on the backs of old envelopes; and still others com 
mit their plans to paper in an orderly, systematic fashion. 
The process engaged in by the latter group may be called bud 
geting, for a budget is merely a written plan expressed in quan-
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titative terms. A budget may also be called a profit plan, since 
a satisfactory sustainable return on investment is the ultimate 
financial goal of management; and this planned return is sum 
marized in the budget.
This paper will discuss basic ideas and principles which can 
lead to successful planning for profit. An outline of these basic 
ideas follows:
1. Specifying the objectives of the business
2. Forecasting sales
a. product lines
b. the sales budget





4. Periodic summarizing of operating results
a. comparison of actual with planned results
b. review of initial budget
5. Analyzing returns on investment
SPECIFYING THE OBJECTIVES OF THE
BUSINESS
Most economists theorize that the objective of manage 
ment is simply profit maximization. In a general way most 
businessmen follow the economist in accepting maximum prof 
its as their objective; most can also distinguish short-run plan 
ning (putting materials and labor to work in an existing plant) 
from long-run planning (the replacement or expansion of an 
existing plant)-1
A satisfactory outline of objectives requires that both gen 
eral and specific goals of the firm be specified. The general ob 
jectives should define the products to be handled, the markets 
to be served, and the personnel, facilities, and processes to be 
employed. Specific goals such as cost reduction, better ac 
counting methods, tax planning, cash forecasting, and inven 
tory management enable the businessman to realize the general 
objectives of the firm. Specific goals can thus be designated as
'W. D. Knight and E. H. Weinwurm, M a n a g e r ia l B u d g e tin g  (New York: 
MacMillan Co., 1964), p. 13.
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short-run objectives and general goals can be called long-run 
objectives.
FORECASTING SALES
Sales forecasting provides a prediction of the volume of 
attainable sales; it becomes the starting point for business 
budgeting. The forecast states what could be sold; the budget 
what management proposes to sell.
Product Lines
The sales forecast requires a careful analysis of each of the 
products to be handled. These products must be compatible 
with the specific and general objectives of the firm and a 
source of supply should be reasonably assured.
As an example, let’s assume that the Sure-Success Company 
has decided to market four products (A, B, C, and D) which are 
compatible with the facilities and personnel available to the 
firm. The first step taken by the firm is to determine the vol 
ume of each product that can be sold in their market area. Let’s 
further assume that the market analysis indicates the follow 
ing sales potential: A =  1,100 ball bats; B =  1,500 gloves; C =
1.000 caps; and D =  3,500 baseballs. But subsequent analysis 
might provide data that indicate that the resources of the firm 
are such that only 1,000 ball bats, 1,200 gloves, 800 caps, and
3.000 baseballs can be efficiently sold. In this event, the limita 
tion on sales volume should be the quantity of product that can 
be efficiently sold, not the demand for the product. It is gen 
erally best to have excess demand than to reduce profits and 
customer satisfaction by carrying on an ineffective and inef 
ficient, overproducing marketing program.
Forecasting is inherently more difficult than the advance 
planning of business costs or investments. Business unavoid 
ably deals with future events, therefore every businessman 
must consider the future in deciding what he intends to do. 
Lacking any formal technique of prediction, the businessman 
will have to rely on his experience and, to some extent, on 
sheer guesswork and luck.
The final attainment of a reasonable degree of reliability in 
sales forecasting can be made possible by:
1. A review of market studies and consumer or marketing 
activity
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2. Gathering all available data
3. An analysis of the data
4. Reviewing deductions resulting from analysis
5. Converting deductions into specific product and terri 
torial forecasts
6. Applying forecasts to company operations
The costs of the forecast should not be determined in an ar 
bitrary manner, but with a view to the benefits which will ac 
crue to the company as a result of improved sales forecasts, 
which are a foundation for management planning and profit 
control. Even a small business employing only one or two peo 
ple should periodically secure outside advisors such as market 
ing analysts and certified public accountants. The need for 
such consultation will vary with each business. Many small 
businessmen should annually seek outside advisors to evaluate 
current techniques, to make recommendations for improve 
ments, and to introduce new techniques.
The Sales Budget
The sales budget should reflect expected sales by product 
line as determined by the sales forecast. A quantity determi 
nation should be made by product, and this quantity should be 
multiplied by the expected sales price per unit to calculate the 
estimated gross revenue. Using the products and quantities de 
termined above we arrive at the following sales volumes:
Product A: 1,000 bats @ $1.00 =  $1,000 
Product B: 1,200 gloves @ $1.50 =  $1,800 
Product C: 800 caps @ $.50 =  $400 
Product D: 3,000 baseballs @ $2.00 =  $6,000 
(See Appendix A—items 1, 2, 3)
SUMMARIZING COSTS AND EXPENSES
Product Costs
Elements of costs that are included in the cost of a prod 
uct are referred to in this paper as product costs. These costs 
are often referred to as variable manufacturing costs and in a 
manufacturing concern would include such items as direct 
a or, direct materials and variable manufacturing overhead
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(factory supplies, supervision salaries, power, and equipment 
maintenance).
A retail business would find variable product cost by calcu 
lating the unit price listed on the invoice and by adding to this 
the freight costs for each unit. Allowances should be made for 
purchase and cash discounts.
A service business can calculate variable product costs by 
the daily or hourly wage rates paid to employees since their 
labor is the product being sold.
All costs not specifically identified as variable product costs 
are called period product costs. These costs are often referred 
to as fixed costs and may include such items as factory clerical 
expense, factory depreciation, and rent on manufacturing fa 
cilities or equipment.
The way in which a company classifies its costs into period 
and variable product costs can have an important effect on its 
reported net income. For example, assume the Sure-Success 
Company chooses to include freight and storage costs in the 
inventory value instead of charging these items directly to a 
periodic expense account. If we further assume that the inven 
tory purchased (of which these are a part) remains on hand at 
the end of the year, then the asset value is increased along with 
net income. If the amount of these costs is significant with re 
spect to the reported net income, it then becomes essential that 
the businessman handle them in the same manner in each ac 
counting period. (A subsequent article will deal with this in 
more detail.) Furthermore, effective planning requires that 
management has adequate knowledge as to the incremental in 
come per unit of sales (i.e., Unit Selling Price less Unit Product 
Cost). All items not specifically identified as product costs are 
called period or programmed expense items.
Programmed Expenses
Programmed expenses are generally considered to be those 
items controlled by management decision. These expenses are 
frequently referred to as a variable expense. Research and 
product development expense and advertising expense are ex 
amples of programmed expenses.
Careful thought should be given to programmed expenses to 
see that they help achieve the basic business objectives. Total 
expenditures for programmed expenses should be calculated 
as a percentage of gross revenues, although this percentage can 
be changed if either long- or short-range benefits can be ob-
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tained. Let’s assume that the Sure-Success Company has found 
that a certain type of advertising will produce a 10% increase 
in sales volume. In this case the businessman might want to 
limit his advertising expense to 5% of gross revenues since the 
expense should increase the net profit of the business.
Period Expenses
Period expenses are commonly referred to as fixed expenses. 
Fixed expenses do not need a lot of explanation, although they 
cannot be taken lightly. Every business must generate suf 
ficient profits to satisfy certain economic needs. The rent, the 
property taxes, certain depreciation, and the utilities expenses 
must all be deducted from marginal income to arrive at net 
profit.
Period expenses can be described as all expenses incurred by 
the operation in transacting ordinary business activities. In 
general these expenses do not vary in proportion to the level of 
business activity. Some of the common period expense items in 
addition to those above are administrative salaries, clerical 
salaries, payroll taxes, licenses and fees, and sales personnel 
salaries (Appendix B, items 8 through 14).
Profit Contribution
The next step in planning requires the integration of product 
costs and sales revenue by product line. The amount by which 
revenues exceed the costs becomes the profit contribution of 
that product or product line. The product costs and revenues 
should then be summarized (Appendix A, items 3, 4, and 5) in 
a statement reflecting the expected company operating results.
PERIODIC SUMMARIZING OF OPERATING
RESULTS
Every business, regardless of size, requires a periodic sum 
marization of operating results and a statement of condition. 
Many of the items in an operating statement must be sum 
marized periodically to comply with requirements of govern 
ment agencies and other regulatory bodies. Some of these are
(1) salaries and wages paid—necessary for the filing of 
federal and state wage reports;
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(2) net sales—necessary for the computation and filing of 
state sales tax reports; and
(3) net profit—necessary in order to make quarterly esti 
mated income tax payments.
A statement of operating results does not, however, reflect 
the financial condition of a business at any given time. Fi 
nancial condition is reflected in the accounts of the statement 
of condition (balance sheet). This statement shows the carry 
ing value of the assets owned by the business, the liabilities 
owed by the business, and the net worth, which is the balance 
of the assets over the liabilities.
An expensive bookkeeping system is not always necessary 
for efficient summarization of operating data. In many cases 
a record of cash receipts and cash disbursements is sufficient 
for the periodic summarization of operating results between 
year endings. A ledger showing costs of assets and dates of 
acquisition will facilitate the preparation of a statement of con 
dition. In many cases, however, management will find that an 
accounts receivable and accounts payable ledger will be of 
great value. The bookkeeping system might well be expanded 
as the operations of the business grow.
An expensive and complicated accounting system has no eco 
nomic value if there are no profits to account for, or if the in 
formation is not compiled in a timely and understandable man 
ner. But when records are kept and analyzed properly the 
businessman will find himself in a position to make profitable 
changes in his operation and to determine the effect of these 
changes on profits.
Comparison of Actual with Planned Results
The actual operating results of the accounting period must 
be compared with the planned results as determined by the 
budget. In analyzing differences in actual and planned reve 
nues and expenses, bear in mind that the planned operating 
figures are merely estimates. However, the differences arising 
as a result of the comparison should be analyzed carefully to 
see what caused the variations (see Appendix B).
In many cases an analysis of the product mix (quantity of 
product A, B, C, and D sold) will be useful in justifying 
changes in product profit contribution. As an example, if 
actual sales of product B increased 100 units, the overall 
profit contribution would be increased by $75 (sales of product 
B =  100 gloves @ $1.50 =  $150; costs are 75  ̂ per glove or
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$75; thus an increase in profits of $75). Equally important 
are the differences arising in programmed and period ex 
penses. If an expense increases $40 and the gross profit is 40% 
(profit contribution), it then follows that sales must increase 
sales
by $100 to cover this additional expense.
Calculation of actual return on investment is essential 
since this measures, in terms of percents, the success of the 
business with respect to its basic objectives.
Review of Initial Budget
A review of the current budget should be undertaken when 
ever management considers it advisable. To assure that the 
need for such a review is not overlooked, a formal procedure 
for a periodic review and possible revision should be devised.
t a very minimum, a review should be made whenever actual 
results are summarized. This calls attention to items that may 
have changed significantly during the operating period, such 
as labor costs, material costs, or insurance expense. It also pro 
motes a close examination of product sales and profits.
rough this type of analysis it is possible for the businessman 
to have adequate control over his income and expenses.
In addition to a formal budget review, management should 
review annually the basic business objectives, the estimated 
pro uct mix, and the marketing area. Substantial changes in 
some of these items may require the preparation of a new set 
o operating plans. Normally, practical considerations will not 
a ow the same kind of detail in the revised operating plans as 
tor the preparation of the annual profit plan.
ANALYZING RETURNS ON INVESTMENT
The concept of return on investment permits financial eval 
uation of the proposed operating plan in terms of a single fi 
nancial ratio. Return on investment is defined in some cases as 
return on net worth. It is often advisable to calculate the re 
turn on investment using total assets as the basis. The follow 
ing summary formulas are appropriate for most uses:
(1) Profit on net worth =  Profit X Sales X Assets
Sales Assets Net Worth
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This can be reduced to: Profit on net worth — Profit
Net Worth
(2) Or: Profit on total assets =  Profit X Sales =  Profit
Sales Total Total 
Assets Assets
There is no necessary inconsistency between the concepts of 
maximizing long-run profits and satisfying accounting or read 
ily measurable profits. Each idea directs attention to the fact 
that the accountant’s stated profits in an operating period do 
not adequately measure management goals for the longer run. 
Both concepts imply that short-run profits must be held at 
some satisfactory minimum level which will assure survival of 
the firm. Neither concept would permit maximization of cur 
rent profits at the expense of growth or long-run survival.
CONCLUSION
The intent of this article is to point up the importance of 
planning in the effective operation of a small business. Profit 
planning has been discussed as the process of defining and il 
lustrating the most profitable course for a business to follow 
and a means by which it can be held to this course. Planning 
does not need to be complex or complicated, however, it mus
be systematic and comprehensive.
The complexity of our society is steadily increasing, rur- 
thermore, many businesses have felt a profit squeeze due to 
rising taxes, increasing labor costs, and the increased cost of 
borrowing. The businessman should secure the help of his 
banker, his accountant, and consultants to solve his problems. 
A well-devised profit plan helps identify these problems.
It is important for the small businessman to begin his busi- 
ness year with the type of planning discussed here. Siinp y lg 
ure what you can sell; how much it will cost you for the prod- 
uct; how much you can charge for it; determine the amount of 
operating expense you can afford; and then calculate your ex 
pected profits. You can build a better house by nailing on one
board at a time.
44 M O N T A N A  B U S I N E S S  Q U A R T E R L Y
APPENDIX A
Sales Budget














1,000 1,200 800 3,000
2. Sales price per unit.-. $1.00 $1.50 $.50 $2.00
3. Gross revenue (units x 
price) $1,000 $1,800 $400 $6,000 $9,200
4. Less: to ta l product 
costs (quan tity  x  un it 
cost) .... 600 900 240 3,750 5,490
5. P ro fit contribution $400 $900 $160 $2,250 $3,710
Product Cost Schedule
U nit Cost of Goods Made:
D irect labor . 
D irect m ateria ls . 
V ariable overhead
Total ____________














U nit Cost of Services: 
Labor per un it 
Estim ated un its of sales










Operating Budget and Statement
Product Product Product Product Total
A B C D (Esti- Total
Ball Bats Gloves Caps Balls mated) (Actual)
1. E stim ated  q u a n tity
of sa les ................. . 1,000 1,200 800 3,000
2. U n it sa les p rice  . $1.00 $1.50 $.50 $2.00
3. G ross rev en u e  . $1,000 $1,800 $400 $6,000 $9,200 $10,100
4. Less: p ro d u c t costs 600 900 240 3,750 5,490 5,900
5. P ro f it  con tribu tion .. 
Programmed Expenses:
$400 $900 $160 $2,250 $3,710 $4,200
6. A dvertising
expenses ................... $200 $210
7. R esearch  expenses 
Period Expenses:
100 175
8. A dm in is tra tiv e
sa la ries ............. ....... 1,700 1,700
9. C lerical sa la r ie s___ 300 300
10. Sales sa la ries  ........ . 700 800
11. P a y ro ll tax es  ..........
12. D eprec ia tion  on
100 75
eq u ip m en t ________ 100 100
13. U tilities __________ 50 45
14. R en t ....................... ....
T o ta l e x p e n s e s ........
15. N et opera ting  p ro fit 
In v es tm en t ..............
R e tu rn  on investm e
Ne
n t  = In ’












How Good Are Our Schools?
MAXINE C. JOHNSON, Assistant Director 
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How good are our public schools? How much do they teach 
our youngsters? Are schools in Montana as good as schools in 
California? Better? How can we tell?
Because these questions should be vital to M on tan a  B usin ess  
Q u a r te r ly  readers, I have taken the liberty of using statistics 
and some conclusions from a recent article in A m erica n  E du  
ca tion  called “How Good Are Our Schools?”1 Questioning our 
school systems has become a national pastime that threatens 
to supplant baseball as a national sport. The name of the 
game: How Good Are Our Schools?” (Some players prefer 
to call it, “How Bad Are Our Schools?”) The rules are few: 
each player propounds his favorite opinion on education. He 
may say, Kids learned to read better 50 years ago than they do 
today,” or “Something is wrong with teacher training.” Any 
number can play and anybody can win, since there is no way 
of proving or disproving these or similar assertions.
The absence of basic educational information is one of the 
phenomena of contemporary America. As a nation, we have 
developed highly sophisticated techniques to measure such 
disparate things as the purity of our water, the health of our 
economy, and the popularity of our public figures; but there 
has never been a measure of the basic academic skills of our 
children. We know the gross national product; we do not know 
the gross educational product.
While citizens debate the status of our schools, a number of 
government agencies have been quietly stockpiling data that 
may provide answers to some of their questions.
By far the largest stockpiler of information is the Army’s
TJ. S. D epartm en t of H ealth , E ducation, and  W elfare, Office of E duca- 
tion, Am encan, E d u c a t i o n , “How Good A re  O ur Schools,” by  R ichard 
de NeufviUe and  C arly le  Conner, O ctober 1966, pp. 1-9. M uch of th is 
rep o rt is tak en  verba tim  from  th is  source.
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Office of the Surgeon General, which can tell us this about 
some hypothetical young men:
Joe  Sm ith  and  Jo h n  Sm ith  a re  am ong approx im ate ly  tw o 
m illion young m en tak ing  th e  A rm ed Forces Q ualification  Test 
(A FQ T) and  re la ted  exam inations th is year. B oth a re  18 years 
old and  w hite . Yet, sta tistica lly , Joe  is six  tim es as likely  to 
fa il th e  tes t as John . W hy? Joe  w en t to school in  South  C aro  
lina  and  Jo h n  in M ontana.
What are the Armed Forces mental tests, and what do they 
have to do with schools? The Armed Forces Qualification Test 
is the basic test of the Armed Forces. All draftees and enlistees 
are required to take it before entering any branch of the mili 
tary services. It is a standard examination administered on a 
uniform basis throughout the country.
The results of these tests are the closest thing there is to a 
national index of educational strengths and weaknesses. Four 
subject areas are covered: vocabulary, arithmetic, spatial rela 
tionships, and mechanical ability. The results are not broken 
down by subject area, and so they are not as useful as they 
might be for educators. For the general public, they are prob 
ably the best available indicator of state-by-state school per 
formance. Of course, the test results also reflect not only 
achievement but the individual’s inherited potential and his 
cultural environment. There are no culture-free tests. Ex 
perts generally agree, however, that the AFQT results are a 
reliable means of identifying persons with special educational 
and training problems. They do not, of course, provide answers 
as to what could be done to improve American education; but 
they may give us a few clues.
Most of the youths who are disqualified for the Armed Serv 
ices on the basis of AFQT scores are classified as “functionally 
illiterate” or “trainability limited.”2 They are not qualified for 
the Armed Services; neither are they qualified to become con 
tributing members of the labor force.
The Office of the Surgeon General, Army, recently pub 
lished a report of the results of the testing of 383,000 eighteen- 
year-olds who took the Armed Forces Qualification Test be 
tween June 1964 and December 1965.3 This report included
“U nder a new  D efense D epartm en t p rogram  some of these  m en w ill 
be provided w ith  basic lite racy  tra in in g  to enable them  to qualify  
fo r m ilita ry  service.
’Office of the  Surgeon G eneral, A rm y, R e s u l t s  o f  t h e  E x a m i n a t i o n  o f  
Y o u t h s  f o r  M i l i t a r y  S e r v i c e , 1966.
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breakdowns by state and by race. The study, and an unpub 
lished supplement, make the following points:
1. Twenty-five percent of the 18-year-olds in the 
United States failed the AFQT and related tests. 
Among the 50 states and the District of Columbia, 
failure rates ranged from a low of 6 percent in 
Washington to a high of 55 percent in the District 
of Columbia.
2. Rejection rates based on the mental tests are low 
est in the Midwest and West, highest in the South.
3. Southern whites scored lower on the average than 
whites in all other regions of the country; failure 
rates for white youths only ranged from 5.5 percent 
in Washington to 44 percent in Tennessee.
4. Southern Negroes did more poorly than Negroes in 
all other regions; failure rates ranged from 25 per 
cent in Washington to 86 percent in South Carolina.
5. Nationally, 19 percent of whites failed the mental 
test, compared to 68 percent of Negroes. In every 
state, whites did better than Negroes.
The results of this study are supported by results obtained 
from testing other groups of potential members of the Armed 
Services. Youths from the same six states—Washington, Iowa, 
Montana, Utah, Minnesota, and Oregon—consistently have the 
lowest failure rates. Young men from the six southern states 
of Mississippi, South Carolina, Louisiana, North Carolina, Ala 
bama, and Georgia consistently have the highest percentage 
of failures. While Montanans may view their ranking with 
pride, they certainly should be shocked at the high proportion 
of failures in many states, among both white and Negro youths, 
for what occurs in these states affects us all.
Surely these tests reveal something about the progress of the 
United States toward educational equality, just as they reflect 
a host of disturbing social and economic problems. The extreme 
variation in regional performance clearly suggests that schools 
have not erased inequality based on accidents of geography; 
the extreme racial variations make it clear that the schools 
have yet to overcome the environmental handicaps of the 
nation’s Negro students.
Montanans who have played the game, “How Good Are Our 
Schools?” should be encouraged by the AFQT results reported 
y the Surgeon General. Between June 1964 and December
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1965, only 8.3 percent of Montana’s 18-year-olds were rejected 
because of mental test failures. Six states had even lower per 
centages. Montana has so few Negroes that test results for 
them were not reliable. Unfortunately, no information is avail 
able for Indian youths.
In addition to the AFQT scores, Montana ranks very well 
among the states in most of the generally accepted indicators 
of educational quality. (Table 1.) This is no accident; the same 
states whose young men scored well in the AFQT consistently
TABLE 1











E stim ated  percen t of illite racy  
in  population  over 14: I9601... 0.7-6.3 1.0 2.4 10
M edian school years com pleted 
by  persons 25 years old and  
older: I9601 _________________ 12.2-8.7 11.6 10.6 12
P ercen t of voting age population  
partic ipa ting  in  P residen tia l 
elections: 1964“ ____________ 77.3-33.3 71.2 62.8 16
E stim ated  c u rre n t expend itu re  
per pupil in  average  daily  a t  
tendance in  public schools: 
1965-66* ___________________ $876-317 $567 $532 14
A verage an n u al sa laries of class 
room  teachers in public 
schools, 1965-66* ............. —........ $8,240-4,190 $5,800 $6,500 33
P u p il-teach er ra tio  in  public 
schools: F a ll 1965*......... —- ...... 19.0-29.8 21.8 24.6 9
High school dropouts (percen t of 
1961-62 n in th  g raders no t 
g raduating  in  1964-65)* . 12.1-37.7 15.7 25.1 6
A rm ed Forces m en ta l tes t fa il 
u res 18-year-olds: Ju n e  1964- 
D ecem ber 1965 s tu d y  (p e rc en t)1 
T otal _____________________  5.8-55.3 8.3 25.3 7
W hite 5.5-43.7 8.3 18.8 7
Negro 25.0-85.6 _r» 67.5
JU. S. B ureau  of the  Census.
*U. S. D epartm en t of Com m erce.
3U. S. Office of Education.
'O ffice of the  Surgeon G eneral, A rm y. 
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ranked at the top in such matters as literacy level, school ex 
penditures, years of school completed, and participation in 
elections. Montana ranks among the upper third of the states 
in every criteria but one: teachers’ salaries. Our expenditures 
per pupil exceed the national average, partly because small 
schools and great distances make education expensive here; 
but the pay we give our teachers is far below the national 
average. No doubt teachers’ salaries suffer because of the rela 
tively large expenditures required by other parts of the school 
budget. Montanans concerned with education, however, should 
be interested in the fact that public school teachers’ salaries 
in Montana are 12 percent below the national average.
Nor should we be complacent about our over-all favorable 
posture in public education. Perhaps at no time in history has 
so much emphasis been put on improving public education 
throughout the United States. If our young people are to be 
prepared for life in a complex and rapidly changing world, 
our schools must continue to improve and adapt to new condi 
tions. And until public schools throughout the nation provide 
equality of educational opportunity for all young people, no 
one, including Montanans, can afford to relax his interest in 
public education.
